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ECONOMIC INDICATORS 


(Figures in millions of U.S. dollars unless otherwise indicated.) 


EXCHANGE RATES: Yemini Rial/$ 
Commercial Rate 
Official Rate 


BALANCE OF PAYMENTS: 
Current Account -433.3 
Trade Account -458.4 
Exports FOB (1) 447.9 
Exports FOB (2) 852.6 
Imports FOB 1311.0 
Private Transfers 343.2 
U.S. Exports 79.0 
U.S. Market share (%) 6 
U.S. Economic Aid (FY) 32 
U.S. Military Aid 2.0 


MONEY AND FINANCE: 

Govt. Deficit -767.61 

Govt. Revenue 873 1320.6 

Grants Received 85.6 90.58 

Total Govt. Expenditure 1493 2178.83 

Domestic Liquidity 24.4 35.8 
(billion YR) 

Central Bank gross foreign assets 

at year end 297 285.9 


INCOME PRODUCTION: 
GDP: Current Market 
prices, (million YR) 31,000 
Percent growth in real GDP 
(including oil) 5.2 9.0 4.4 
Consumer prices as percent change 
from previous year 24.6 29.4 21.7 


Note: Exports FOB (2) includes contractors’ share of oil. 


Principal U.S. exports to Yemen (1988): agricultural commodities, 
processed foods, farm and light industrial machinery, oil and water 
drilling equipment. 


Principal U.S. imports from Yemen (1988): Crude oil, hides, cotton. 
Population: 9.3 million; growth rate exceeds 3 percent. 


SOURCES: IMF, CENTRAL BANK OF YEMEN - 





SUMMARY 


In 1988, Yemen Arab Republic earned its first full year of 
petroleum income. Production averaged about 160,000 barrels per 
day (b/d) and should approach 200,000 b/d in 1989. Petroleum 
earnings will continue to be important for the next decade. 


The government had lower foreign exchange earnings in 1988 than it 
did in 1982 because gains in oil income were offset by declines in 
remittances from Yemenis working abroad and in foreign aid 

grants. Foreign exchange remains in chronic short supply, 
limiting economic growth and development. In late 1988, the Yemen 
Central Bank responded to further reductions of supply by delaying 
scheduled allocations of hard currency to local commercial banks. 
Consequently, at least one large local commercial bank has failed 
to make timely payments on letters of credit. 


Including the contractors’ share of oil production, 1988 exports 
reached $852 million, up from $57 million in 1987. Officially 
recorded imports rose to $1.31 billion, from $1.26 billion in 
1987. The overall balance-of-payments deficit in 1988 widened to 
$275 million, from $53 million in 1987. 


As Yemen has relied more on suppliers’ credits, debt service held 
at 20 percent (including the contractors’ share of oil in overall 
export revenues), down from 23 percent in 1987, but up from the 
1986 mark of 9.4 percent. Excluding the contractors’ share of oil 
from export earnings, debt service rose to 26 percent. 


Gross domestic product (GDP) at market prices, including oil, 
increased 20 percent in 1988, to about $5.9 billion. Per capita 
income rose to about $650. Excluding the contractors’ share of 
oil, GDP grew nearly 11 percent. Non-oil GDP grew at 5.8 percent. 


Some government policies have created distortions in trade and 
manufacturing in Yemen. For example, the government each year 
determines an import budget and issues all import licenses on a 
priority bases. Foodstuffs, building materials, spare parts, and 
machinery usually have high priority. Many manufacturers cannot 
get import licenses for needed materials and operate at a fraction 
of capacity. Yemen’s borders are relatively porous, and as a 
result smuggling has increased. Even though import licenses for 
consumer electronics are generally unavailable, Sanaa’s stores are 
stocked with late model televisions and VCR’s. 


Despite current foreign exchange shortages and distortive 
government policies, Yemen has made remarkable progress over the 
last 15 years on economic development, government institution 
building, and extension of educational, health, and transportation 
systems. Modernization will continue at a rapid rate. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Background: Yemen imports goods and services needed for 
economic development. Imports are primarily financed by 
remittances from the more than 1 million Yemenis working in Saudi 
Arabia and other Gulf countries, and by foreign aid grants. 
Officially recorded remittances--those repatriated to Yemen 
through the banking system--peaked in 1982 at about $1.4 billion 
and have declined steadily, to a low in 1988 of about $350 


million. Donor aid in the same period fell from $462 million to 
about $111 million. 


When foreign exchange is short, the government responds by 
cutting the inflow of legal imports and government expenditures. 
Over the past four years, the effect of these measures has been a 
decline in legal imports from $1.4 billion in 1984 to $878 
million in 1988. At the same time, government expenditures 
decreased from 41 percent of GDP in 1984 to 34 percent in 1988. 


Foreign exchange in mid-1989 is once again in very short supply. 
Gains in oil income did not match losses in remittances and 
foreign aid. To manage the country’s growing debt load, the 
government has again focused on efforts to reduce imports. 


The government controls the flow of all legal imports. Each 
year, the government draws up an import budget, based on the 
foreign exchange income it anticipates. The Ministry of Economy, 
Supply, and Trade allocates that budget among commodities which 
are approved for import into Yemen. The 1989 budget is estimated 
at about $1.1 billion, down from $1.35 billion in 1988. The 
breakdown among the various categories is not made public. 
Private sector importers must be issued an import license by the 
government for all legal import transactions. Fierce competition 
exists among importers who are trying to get an import license. 
Importers must lobby the Ministry of Economy, Supply, and Trade 
to get their import licenses approved. 


Government officials, therefore, can strongly influence 

activity in the formal sectors of the economy because the 
government decides which industries get necessary imports. For 
example, the government decides how much feed can be imported for 
poultry farmers, and how much fertilizer and seeds can be 
imported by farmers. If not enough feed is imported, poultry 


farmers must cut back production. Officials, not the market, 
must balance the economy. 


Consequently, some sectors now face lean times, while others do 
manage to get their requirements. For example, poultry feed is 
in short supply so many chicken farms operate at under half- 
capacity, but some food processing plants have maintained ample 
stocks of materials and continue to operate at near-capacity. 
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A parallel, informal market has long thrived in Yemen. Yemen’s 
borders are relatively porous, and both goods and remittances 
enter the country illegally. For example, even though import 
licenses for consumer electronics are generally unavailable, 
Sanaa’s stores are stocked with late model televisions and 
VCR’s. Business people and consumers continue to shop there for 


currency unavailable at the Central Bank and for products for 
which licenses are unavailable. 


Government Objectives and Policies: To achieve its objectives 
of price stability, measured growth, and orderly development of 
infrastructure such as educational and electric facilities, the 
government has focused on curbing the expansion of domestic 
liquidity and limiting import licenses. 


Government Income and Spending: Government fiscal policies in 
Yemen generally have focused on spending rather than on 
revenues. The government has shown it is willing to make tough 
decisions on spending. Government spending rose relatively 
rapidly until 1982 when it reached 67 percent of GDP. As the 
foreign exchange became scarce, the government cut hiring and 
pay increases and limited new capital expenditures. In 1986, 
government expenditures dropped to 34 percent of GDP. In 
anticipation of oil revenues, government spending rose 40 
percent in 1987 and by 18 percent in 1988. Government 
expenditures as a percentage of GDP in 1988 stood at 37 percent. 


Before oil, the government had relied on taxes on international 
trade for almost half its revenues. In 1988, export earnings 
from its share of oil production, plus taxes on all oil exports, 
accounted for 31 percent of government revenues. Taxes on 
international trade declined to 20 percent. Other taxes, such 
as the domestic profit tax and the import tax on goods and 


services, accounted for about 29 percent of government revenues 
in 1988. 


Monetary Developments: Monetary developments traditionally have 
been shaped by two policy initiatives. First, the government 
relies upon the Central Bank to finance its fiscal deficit. 
Second, the government has sought to limit the impact of 
continually borrowing from the Central Bank to finance its 
fiscal deficit by imposing controls on the banking system 
reserve requirements, interest rate, and domestic credit. The 
government is the largest borrower, and government’ claims 


consistently account for more than 75 percent of all issued bank 
credit. 


The Yemeni rial (YR) has varied widely against the dollar in 
this decade. Since 1988, the official exchange rate has been 
9.75 YR to US$1. In 1984 the official exchange was 5.75 YR 
to $1; in January 1987, it was 9.00 YR to $1. 
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Some analysts believe the rial is overvalued against the dollar. 
The government, however, has steadfastly refused to devalue its 
currency. An overvalued rial would tend to make imports 
relatively more competitive and Yemeni exports relatively less 
competitive. Although the Central Bank is officially the sole 
buyer and seller of foreign exchange, informal parallel money 
markets do exist in Yemen and in Saudi Arabia. For much of 1989, 
the dollar/rial rate in the informal market has been generally 
steady, ranging from 11-11.4YR/$1. 


RECENT TRENDS 


Gross Domestic Product: In constant 1986 prices, 1988 GDP at 
market prices, including oil, increased almost 20 percent; 
excluding oil, it increased 5.8 percent. Yemen’s productive base 
is relatively well diversified. Components of GDP in 1988 were 
agriculture, 26 percent; mining, .005 percent; crude petroleum 
(including the contractors’ share), 11 percent; manufacturing, 13 
percent; trade, 11 percent; transportation, 11 percent; 
communications, 11 percent; and government services, 15 percent. 


Per capita income in 1988 is officially estimated at about $650. 
Some analysts believe that this figure is understated because of 
measurement problems; others believe that real per capita income 
may be significantly higher. 


Balance of Payments/Merchandise Trade Balance: Until oil exports 
began in 1988, net income from abroad--remittances from 
expatriates and official government transfers--had been Yemen’s 
most important source of recorded foreign exchange income. Net 
income from abroad as a percentage of GDP was 25 percent in 1984, 
20 percent in 1985, and 19 percent in 1986 and 1987. However, in 
1988, net income from abroad fell to under 5 percent of GDP. 


Officially recorded unrequited transfers, primarily remittances, 
peaked in 1983 at $1.2 billion, were $670 million in 1987, and 
$340 million in 1988. The causes of the decline through this 
decade are: 1) Fewer Yemenis are working in the Gulf because 
oil-based economies in neighboring countries have cooled; 2) 
More Yemenis are sending back their earnings through the informal 
money and goods market. 


Government transfers, primarily budget supports from neighboring 
countries, including commodities donated by foreign official 
sources, also declined sharply, from a peak of $500 million in 
1982 to $160 million in 1987 and to $90 million in 1988. Donor 
aid fell as money previously earmarked for Yemen went to the 
Iran-Iraq war. Donor aid is also affected by Yemen’s emergence 
as an oil-exporting state. 
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As foreign exchange income dropped, the government cut imports to 
defend the balance-of-payments position. Between 1982 and 1986, 
imports in nominal U.S. dollars fell 56 percent. Anticipating oil 
income in 1987, the government eased its restrictions, and imports 
rose 45 percent; in 1988, imports rose 4 percent. With foreign 
exchange again in short supply in 1989, as income has not matched 


expectations, the government has once again moved to limit legal 
imports. 


Most imports into Yemen are handled by the private sector, not the 
government. In 1987, nongovernment imports were $805 million, up 

26 percent from 1986; government imports were $454 million, about 

double 1986 levels. In 1988, nongovernment imports totalled $922 

million and government imports were $389 million. 


Foodstuffs accounted for 20 percent of total 1988 imports; 
fuels/lubricants, 10 percent; raw materials, 7 percent; and 
manufactures, 14 percent. In 1987, the European Community supplied 
almost half of Yemen’s imports; Japan supplied 12 percent; and the 
United States supplied about 10 percent. 


Yemen’s non-oil exports have grown rapidly this decade, albeit from 
a very low base: from $9 million in 1984 to $50 million in 1988. 
Yemen’s major export markets are Saudi Arabia and South Yemen. 


Major export products are baked goods, vegetables, fruits, and 
textiles. 


Savings and Investment: Historically, Yemen had relatively high 
gross national savings rates, reaching 11 percent of GDP in 1984, 
but savings and investment have declined as foreign exchange flows 
from abroad have fallen. Gross national saving as a percent of GDP 
was 3.5 percent in 1987; and 5.1 percent in 1988. Gross domestic 
investment expressed as a percent of GDP also fell markedly in this 
decade, from 29 percent in 1982 to 13 percent in 1988. 


The government in its Third Five Year Development Plan, 1986-91, 
has identified as its highest priorities for investment: 
petroleum, agriculture, industry, education, training, health, 
electricity, water, roads, and social service. 


Mobilization of domestic resources (including oil receipts) and 
concessional foreign loans are the principal sources of investment 
financing, according to the plan. The government generally insists 
that concessional financing accompany bids by foreign vendors on 
development projects. 


Inflation: Yemen has experienced double-digit inflation for much 

of this decade, but according to official statistics the inflation 
rate dropped markedly: from 29 percent in 1986, to 22 percent in 

1987, to 16 percent in 1988. Historically, inflation increases as 
import controls tighten and as the value of the Yemeni rial drops 

against the dollar. 
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Demographics: The last census, in 1986, put Yemen’s population at 
9.3 million, including 1.2 million Yemenis residing abroad, mostly 
in neighboring countries. Information on employment and wages is 
limited because the most recent survey was completed in 1975. 
Yemen has one of the highest recorded population growth rates, 
over 3 percent per year. The number of new job seekers every year 
outstrips the number of new jobs available. About 80 percent of 
all Yemenis live in rural areas. Farming absorbs some surplus 
labor. This has slowed urbanization and the rise of the urban 
unemployed. 


Debt: Yemen’s official indebtedness has increased substantially 
in recent years. Outstanding external public debt is estimated at 
$3.2 billion, about 55 percent of GDP, up from $1.5 billion, or 30 
percent of GDP, in 1983. 


Multilateral creditors, such as the World Bank’s International 
Development Association, account for 16 percent of Yemen’s 
outstanding public debt. Bilateral creditors account for 66 
percent; short-term debt accounts for 18 percent. Major bilateral 
creditors include the Soviet Union, which has extended 67 percent 
of all bilateral loans; Saudi Arabia, 10 percent; and Japan and 
Iraq at 6 percent each. 


Reliance on suppliers’ credits has increased in recent years in 
order to finance imports of goods and services. In 1987, 
suppliers’ credits were $265 million, and in 1988, they were $367 
million. Debt service rose dramatically, from 2 percent of 
current account receipts in 1983 to 24 percent in 1987. Including 
the contractors’ share of oil, 1988 debt service stood at 20 
percent; excluding the contractors’ share, it stood at 28 percent. 


As Yemen’s debt load has grown, and as foreign exchange remains in 
short supply, some local commercial banks have been unable to meet 
scheduled payments on outstanding obligations. Payments are made 

but they are sometimes late. 


SECTORAL DEVELOPMENTS 


Petroleum: Oil production averaged about 160,000 barrels per day 
(b/d) in 1988. Production in 1989 should be about 175,000 to 
200,000 b/d. Recoverable reserves are put at about 800 million 
barrels. In mid-1989, new exploration efforts continued in four 
concession areas. Yemeni crude oil is high quality (39.4 API) and 
low sulphur (0.08 percent) and commands a price premium. Crude 
petroleum contributed 11 percent to 1988 GDP. The prime export 
markets are the United States and Europe. Efforts continue to 
organize exploration in the Joint Investment Area (JIA) between 
North and South Yemen, which measures 2,200 square kilometers. 
The Governments of the Yemen Arab Republic and the People’s 
Democratic Republic of Yemen have formed the Yemen Company for 
Investments in Oil and Minerals to develop the JIA. 
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Yemen is by world standards richly endowed with natural gas. 
Reserves are now estimated at 5.5 billion cubic meters. Plans to 
bottle domestically produced liquid petroleum gas, to replace 
imports, and to save foreign exchange are well underway. 


Mining: Mining contributed less than 1 percent to GDP in 1988. 
Nevertheless, development of minerals and building materials is a 
high priority in the Third Five Year Development Plan (1986-91), 
and exploration for precious metals and minerals continues, 
centering around old mining sites that contain near-commercial 
concentrations of gold, silver, zinc, and lead. The government 
in 1989 plans to draft a mining code. 


Agriculture: Development of agriculture, which contributed 
almost 30 percent to GDP in 1988, is a high priority for 
government planners and foreign aid donors. Production can vary 
widely year to year, because most farming is rain-fed. 

Production in 1988 increased about 5 percent. Official 
statistics on agriculture do not include the value of "gat," a 
small bush widely grown in Yemen, the leaves of which, when 
chewed, yield a mild amphetamine-like effect. The value of the 
crop is estimated at about $1 billion yearly--about 70 percent of 
the official figure for agricultural production in 1988. 


Since 1984, the government has encouraged cereal production for 
food security and to conserve foreign exchange. It also banned 
fruit and vegetable imports in an effort to promote domestic 
production. Yemen is now self-sufficient in these crops. Any 
surpluses are channeled into food processing ventures, and as 
quality and marketing problems are addressed, Yemen aims to boost 
exports to neighboring countries. 


Industry: Industry accounts for about 12 percent of GDP. 
Official statistics indicate that growth of the manufacturing 
sector has been uneven: about 10 percent per year, in 1985 and 
1986, almost 20 percent in 1987; and 2 percent in 1988. Import 
restrictions probably contribute to this pattern. If import 
licenses are not available for raw materials and spare parts, 
many industrial plants must scale back production. 


According to U.S. industry experts who have toured manufacturing 
facilities in Yemin, the plants use world-class technologies and 
operating systems. Machinery is well chosen and maintained; 
workers are well-trained and motivated. Large-scale food 
processing operations turning out dairy products, juices, candy, 
cookies, canned fruits and vegetables account for about 40 
percent of value-added in manufacturing. After its expansion 
scheduled for completion in late 1989, the privately owned flour 
mill in Hodeidah will be one of the largest flour mills in the 
world, with an annual capacity of about 600,000 tons. 
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Most private sector operations are typical of those found in 
developing countries. Small in scale, they use traditional 
technologies and have limited distribution systems. 


The government operates large textile and cement factories. 
Mixed public/private sector companies produce pharmaceuticals 
and cigarettes. 


Officially, the government welcomes foreign investors. The 
Ministry of Economy, Supply, and Trade is drafting a new 
investment code that reportedly will provide more sweeping and 
generous investment incentives. 


IMPLICATIONS FOR THE UNITED STATES 


The Importance of the United States as a Trading Partner: The 
United States is one of Yemen’s most important trading 


partners. In 1987, U.S. exports to Yemen totalled $116.5 
million, and imports from Yemen totalled $4.5 million. In 1988, 
U.S. exports totalled $79 million; imports (primarily crude 
0il), $129 million. 


Through the U.S. Department of Agriculture’s GSM credit 
guarantee programs and Export Enhancement Program (EEP), the 
United States has become a major supplier of agricultural 
commodities such as wheat, flour, poultry feed, and mixed feed 
ingredients. Other U.S. exports include processed foods, farm 
and light industrial machinery, and oil and water drilling 
equipment. In turn, the United States has become a prime market 
for exports of Yemeni crude oil. 


Good prospects exist for U.S. exporters of consumer, industrial, 
and agriculture-related products. Yemen may be covered by a 
regional office and may be an especially attractive market for 
those companies already active in the Middle East. Many Yemenis 
seem to have money for consumer product purchases. 


Many U.S. firms are already represented locally. Most U.S. 
exporters sell here through agents, although some Yemen 
Government offices prefer to deal directly with principals. 


About 15 companies dominate the Yemen economy, and most U.S. 
exporters have looked to these for representation. At least one 
of these companies has over 5,000 employees and about $100 
million in sales each year. Many have offices in Europe and 
Asia and can search the world for the best price and delivery 
terms. These companies generally produce for the domestic 
market, but many are now trying to develop export markets. 
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Some U.S. exporters have looked to the smaller new companies 
rather than the large companies for local representation because 
the small companies seem to be more aggressive in pursuing their 
interests. These smaller companies tend to be more specialized 
in such areas as engineering and agriculture. Others may have 
strong political connections which may help them as they lobby 
for import licenses, or to win contract orders. 


OPPORTUNITIES FOR U.S. FIRMS BY SECTOR 


Agricultural Commodities: Yemen in 1988 bought almost $50 
million of wheat, flour, and poultry feed from U.S. vendors. 
Only a few U.S. commodity exporters are now active in the Yemen 
market. Demand for imported foodstuffs will continue to grow, 
because Yemen cannot increase cereals production to match 
population growth. 


Farm Needs: Most farms in Yemen are small and are subcommercial; 
but a few giant farms, organized by private companies and by the 
government, have been formed. Construction will soon begin on 
one irrigated farm estimated to grow to 35,000 acres. Demand for 
irrigation systems, farm machinery, seeds and seedlings, 
fertilizers and pesticides will rise. As Yemen increases exports 
of fruit and vegetables, demand for sorting, packaging, and 
transportation equipment, to raise quality standards, will grow 


quickly. The poultry sector has developed rapidly, too, and U.S. 
vendors’ exporting systems and materials for poultry growers 
could find significant opportunities. 


Factory Needs: The American Embassy’s commercial office receives 
almost daily inquiries on a broad range of materials, such as 
milk powder, offset paper, building materials, PVC resins, and 
tin plate. U.S. prices have become competitive as the dollar has 
declined, but very high freight costs can put U.S. exporters at a 
disadvantage. 


Mining: Exploration for precious minerals such as gold, silver, 
zinc, and lead continues. Also, some foreign companies are 
looking at the feasibility of quarrying building materials, such 
as marble and gypsum. The government plans to begin drafting a 
mining code soon. 


For more information about export opportunities in the Yemen Arab 
Republic, contact: 


Commercial Section U.S. Department of Commerce 
American Embassy Sanaa International Trade Administration 
Department of State Office of the Near East 
Washington D.C. 20521-6330 Washington, D.C. 20230 

Telex: 2697 EMBSAN YE 








